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The Honaorable City Council
City of El Cajon
El Cajon, California

Independent Auditors' Report

We have audited the accompanying financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of El Cajon (the City) as of and for the
year ended June 30, 2011, which collectively comprise the City's basic
financial statements as listed in the table of contents. These financial
statements are the responsibility of the City's management. Our responsibility
is to express an opinion on these financial statements based on our audit.
The prior year summarized comparative information has been derived from
the City's 2010 financial statements, and in our report dated November 30,
2010, we expressed ungualified opinions on the respective financial
statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to
financial audits contained in Government Audifing Standards, issued by the
Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance abaut whether the
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinions

In our apinion, the financial statements referred to above prasent fairy, in all
material respects, the respective financial position of the governmental
activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of El Cajon, as of June 30, 2011, and
the respective changes in its financial position and cash flows, where
applicable, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

As explained in the basic notes to the financial statements, it is uncertain as
to the future of redevelopment agencies (a material component in the City's
financial statements) in the State of California as a result of certain legislative
actions enacted by the California State Legislature,
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As discussed in the basic notes to the financial statements, the City adopted the provisions of

GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions, in
2011.

In accordance with Government Auditing Standards, we have also issued a report dated
November 29, 2011, on our consideration of the City's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and budgetary comparison information, as listed in the
table of contents, be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City's basic financial statements as a whole. The introductory section,
the combined nonmajor fund financial statements, the combining non-major fund financial
statements, the nonmajor budgetary comparison information and the statistical section are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combined nonmajor financial statements, the combining non-major fund
financial statements and the nonmajor individual budgetary comparison information are the
responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole. The
introductory and statistical sections have not been subjected to the auditing procedures applied
in the audit of the basic financial statements and, accordingly, we do not express an opinion or
provide any assurance on them.

/{gw ﬂu@uo:b'\a/om/ ¢ gcoﬂ—' LLP
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

As management of the City of El Cajon, we offer readers of these financial statements this
narrative overview and analysis of the financial activities of the City for the fiscal year ended
June 30, 2011. We encourage readers to consider the information presented here in
conjunction with additional information that we have furnished in our letter of transmittal,
which can be found in the introductory section of this report, and with the City’s financial
statements, which follow this discussion.

FINANCIAL HIGHLIGHTS

e At the close of the most recent fiscal year, the City’s total assets exceeded its liabilities
by more than $299,792,800, an increase of approximately $14,236,600, 5.0%, from the
prior fiscal year.

e The City’s revenues experienced an approximate $3,891,800 increase from the prior
fiscal year attributable to a slight uptick in the economic climate and the sale of a
significant asset. Expenses decreased by over $3,059,500, largely because the required
Redevelopment Agency payment to the County’s Supplemental Education Revenue
Augmentation Fund (SERAF) was considerably lower in fiscal year 2010-2011.

e The fund balance for governmental funds totaled approximately $109,654,100 at June
30, 2011, a decrease of over $17,032,200 from the previous year. This decrease was
due in large part to expenditures for the construction of the Public Safety Center, which
continued throughout the fiscal year and totaled approximately $23,076,000.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the City of El
Cajon’s basic financial statements. The City’s basic financial statements are comprised of
three components: 1) government-wide financial statements, 2) fund financial statements,
and 3) notes to the basic financial statements. This report also contains certain required
supplementary information; and an optional section (supplementary information) that
presents combining statements for non-major governmental funds (special revenue, debt
service and capital projects), enterprise fund, internal service funds and agency funds.

Government-wide financial statements. The government-wide financial statements
(statement of net assets and statement of activities) provide a broad overview of the City’s
finances, in a manner similar to private-sector businesses.

The statement of net assets presents information on all of the City’s assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position of
the City is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon
as the underlying event giving rise to the change occurs, regardless of the timing of related
cash flows. Thus, revenues and expenses are reported in this statement for some items
that will only result in cash flows in future fiscal periods (e.g., uncollected taxes, and earned
but unused vacation leave).

B-1



CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

Both of the government-wide financial statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (governmental activities)
from other functions that are intended to recover all of their costs through user fees and
charges (business-type activities). The governmental activities of the City include general
government, police, fire, public works, parks and recreation, community development and
capital projects. The business-type activity of the City includes wastewater operations.

The government-wide financial statements include not only the City itself (known as the
primary government), but also the El Cajon Redevelopment Agency and the EI Cajon Public
Financing Authority, separate entities for which the City is financially accountable.

The government-wide financial statements can be found beginning on page C-1 of this
report.

Fund financial statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or
objectives. The City, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. All of the
City's funds are divided into three categories: governmental funds, proprietary funds, and
fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Such information
may be useful in evaluating a government’s near-term financing requirements.

Because the focus of the governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for the governmental
funds with similar information presented for governmental activities in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of
the City’s near-term financing decisions. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances
provide a reconciliation to facilitate this comparison between governmental funds and
governmental activities.

The City maintains individual governmental funds. Information is presented separately in
the governmental funds balance sheet and in the governmental funds statement of
revenues, expenditures, and changes in fund balances for the General Fund, the
Redevelopment Agency special revenue fund, the Redevelopment Agency debt service
fund, the Redevelopment Agency capital projects fund, and the Public Safety Facility
Project fund, all of which are considered to be major funds. These statements can be found
beginning on page D-2. Data from the other governmental funds are combined into a
single, aggregate presentation. Individual fund data for each of these non-major
governmental funds is provided in the form of combining statements located in sections H, I,
and J of this report.

The City adopts an annual appropriated budget for its general fund. A budgetary

comparison statement has been provided for the general fund to demonstrate compliance
with this budget beginning on page F-2 of this report.
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

Proprietary funds. The City maintains two different types of proprietary funds. Enterprise
funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. The City uses an enterprise fund to account for its
Wastewater activities. Internal service funds are an accounting device used to accumulate
and allocate costs internally among the City’s various functions. The City uses internal
service funds to account for its Vehicle Maintenance, Vehicle and Equipment Replacement,
Self-insurance, Information Technology Replacement, and Other Post-Employment
Benefits. Because these services predominantly benefit governmental rather than
business-type functions, they have been included with governmental activities in the
government-wide financial statements. The proprietary fund financial statements can be
found beginning on page D-9 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of
parties outside the government. Fiduciary funds are not reflected in the government-wide
financial statement because the resources of those funds are not available to support the
City’s own programs. The accounting for these funds is much like that used for proprietary
funds. The fiduciary fund financial statements can be found beginning on page D-12 of this
report.

The relationships between the government-wide financial statements and the fund financial
statements are summarized in the diagram below.

GOVERNMENT-WIDE FINANCIAL STATEMENTS This information is not
presented in the
STATEMENT OF NET ASSETS STATEMENT OF ACTIVITIES Government-w ide
Governmental Business-Type Governmental Business-Type Financial Statements
Activities Activities Activities Activities because it is not a
column column column column required component.
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(G .
= Balance Sheet n/a Expendltur.es, and n/a n/a
g Changes in Fund
c Balances
A
Z| o
wilo
=
L
|_
ff " Internal Service Funds Enterprise Fund Internal Service Funds Enterprise Fund
wn ©
c
— >
<% Statement of Revenues, | Statement of Revenues
@) E ' ' | Statement of Cash Flow s
z| = Statement of Net Assets | Statement of Net Assets |Expenses, and Changes | Expenses, and Changes
<Z( = in Fund Net Assets in Fund Net Assets
T
a o
=z
-}
w
(2]
©
c
T
Statement of Fiduciary
>
3 nla nla nfa na Net Assets
S
©
[

B-3



CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

Notes to the basic financial statements. The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide and fund
financial statements. The notes to the basic financial statements can be found beginning on
page E-1 of this report.

Other information. In addition to the basic financial statements and accompanying notes,
this report also presents certain required supplementary information concerning the City’s
progress in funding its obligation to provide pension and other post employment benefits to
its employees, and the General Fund’'s budgetary comparison schedule. Required
supplementary information can be found beginning on page F-1 of this report.

The combining statements are presented as other supplementary information. Combining
and individual fund statements and schedules can be found on pages G-1 through J-8.

OVERVIEW OF THE CITY’S FINANCIAL POSITION AND OPERATIONS

The City’s overall financial position and operations for the past two years are summarized
as follows based on the information included in the government-wide financial statements:

As of June 30, 2011, the City’s assets exceed liabilities by approximately $299,792,800.
The largest portion of the City’s total net assets, over $222,217,800 or 74%, reflects the
investment in capital assets such as land, buildings, machinery and equipment, less any
related outstanding debt used to acquire those assets. An additional $60,158,900 of the
City’'s total net assets, 20%, is subject to external restrictions on how those assets may be
used. The remaining balance of unrestricted net assets may be used to meet the City’s
ongoing obligations to citizens and creditors. At the end of the fiscal year, the combined
total unrestricted net assets equaled nearly $17,416,100, an increase of approximately
$3,627,900 from the prior fiscal year.

City of El Cajon Statement of Net Assets
Comparative Data as of June 30

Governmental activities Business-type activities Total

ASSETS 2011 2010 2011 2010 2011 2010
Current & other

assets $132,316,226 $146,551,669 $22,387,785  $ 26,803,657 $154,704,011 $173,355,326
Capital assets, net 217,598,828 189,558,383 48,410,712 47,663,932 266,009,540 237,222,315

Total assets 349,915,054 336,110,052 70,798,497 74,467,589 420,713,551 410,577,641
LIABILITIES
Long-term liabilities 100,685,882 102,034,576 11,353,641 11,362,027 112,039,523 113,396,603
Other liabilities 8,400,499 11,269,049 480,642 355,776 8,881,141 11,624,825

Total liabilities 109,086,381 113,303,625 11,834,283 11,717,803 120,920,664 125,021,428
NET ASSETS
Invested in capital

assets, net of

related debt 184,845,829 171,879,175 37,372,058 36,625,278 222,217,887 208,504,453
Restricted 60,158,904 63,263,584 - - 60,158,904 63,263,584
Unrestricted (4,176,060) (12,336,332) 21,592,156 26,124,508 17,416,096 13,788,176

Total net assets $240,828,673 $222,806,427 $58,964,214  $ 62,749,786 $299,792,887  $285,556,213
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

The City’'s FY2011 revenues experienced an increase of over $3,891,800 from the prior
fiscal year. Sales taxes were up over $3,129,300 and the disposition of a significant asset
contributed approximately $2,167,400. On the other hand, charges for services were down
nearly $631,100 and capital grants and contributions declined approximately $1,229,300

over the prior year.

Expenses for the City were over $3,059,500 less than last year

reflecting budget reductions instituted in prior years and continued into fiscal year 2010-
2011 plus additional cost containment measures actions taken by the City in response to

the current economic climate.

City of El Cajon Statement of Activities

Comparative Data as of June 30

Governmental activities Business-type activities Total

REVENUES 2011 2010 2011 2010 2011 2010
Program revenues:

Charges for services $ 9,472,078 $ 9,618,282 $11,456,017  $ 11,940,997 $ 20,928,095 $ 21,559,279
Operating grants &

Contributions 6,827,345 6,744,073 - - 6,827,345 6,744,073
Capital grants &

Contributions 11,290,298 12,503,710 - 15,900 11,290,298 12,519,610
General revenues:

Property taxes 28,873,349 28,896,570 - - 28,873,349 28,896,570
Sales taxes 22,278,251 19,148,882 - - 22,278,251 19,148,882
Other taxes 6,814,947 6,199,595 - - 6,814,947 6,199,595
Intergovernmental 502,955 289,199 - - 502,955 289,199
Interest earnings 234,385 374,277 160,435 372,139 394,820 746,416
Other 2,814,422 811,138 90,143 8,022 2,904,565 819,160
Total revenues 89,108,030 84,585,726 11,706,595 12,337,058 100,814,625 96,922,784
EXPENSES
General gov't 6,496,555 6,616,137 - - 6,496,555 6,616,137
Public safety 37,649,169 37,384,609 - - 37,649,169 37,384,609
Public works 10,692,592 10,514,171 - - 10,695,592 10,514,171
Parks & recreation 4,811,375 5,011,660 - - 4,811,375 5,011,660
Community develop 7,085,610 10,510,062 - - 7,085,610 10,510,062
Interest on L-T debt 4,426,180 4,145,067 - - 4,426,180 4,145,067
Wastewater - - 15,413,470 15,455,843 15,413,470 15,455,843
Total expenses 71,164,481 74,181,706 15,413,470 15,455,843 86,577,951 89,637,549
Increase (decrease)

in net assets before

transfers 17,943,549 10,404,020 (3,706,875) (3,118,785) 14,236,674 7,285,235
Transfers 78,697 19,259 (78,697) (19,259) - -
Change in net assets 18,022,246 10,423,279 (3,785,572) (3,138,044) 14,236,674 7,285,235
Net assets, beginning 222,806,427 212,383,148 62,749,786 65,887,830 185,556,213 278,270,978
Net assets, ending $240,828,673 $222,806,427 $58,964,214 $62,749,786 $299,792,887  $285,556,213
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

Governmental activities. The City’s governmental activities total assets increased nearly
$13,805,000 and total liabilities decreased approximately $4,217,200 from the prior fiscal
year. The increase in total assets is due in large part to the construction of the public safety
facility. The decrease in total liabilities is primarily attributable to a decrease in accounts
payable at June 30, 2011, compared to June 30, 2010, and the principal payments on long
term liabilities. Total net assets for governmental activities increased by approximately
$18,022,200, the largest portion, nearly $12,966,600, from an increase in investment in
capital assets related to the construction of the public safety center.

Governmental Activities Revenues

$35,000,000

$30,000,000

$25,000,000 - —

$20,000,000 - —

$15,000,000 - —

$10,000,000 - —
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s0 Property Sales taxes Other taxes Other general Program
taxes revenues revenues

EFY10/11| 28,873,349 22,278,251 6,814,947 3,630,459 27,589,721
OoFYQ9/10| 28,896,570 19,148,882 6,199,595 1,493,873 28,866,065

Key elements of the revenue increase are:

e A slight uptick in the economy resulted in increased sales taxes and other taxes
(franchise, business license, and transient occupancy) by over $3,129,300 and
$615,300, respectively.

e Other general revenues increased approximately $2,136,500 which was primarily
attributable to the sale of a significant asset.

Overall expenses for governmental activities decreased a net of approximately $3,017,200,
4.0%, from the prior fiscal year.
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CITY OF EL CAJON
MANAGEMENT'S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

Governmental Activities Expenses
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A key element of the decrease in expenditures is:

e Community Development expenses decreased a net of approximately $3,424,400
attributable to the significantly lower payment to the Supplemental Education Revenue
Augmentation Fund (SERAF) in fiscal year 2010-2011 compared to the payment
amount in fiscal year 2009-2010.

Business-type activities. The City’s business-type activities report positive ending
balances in all categories of net assets. During fiscal year 2010-2011, total assets
decreased by over $3,669,000. Overall, net assets decreased by approximately
$3,785,500. The ending unrestricted net assets of nearly $21,592,200 will be used to satisfy
the $11,038,654 outstanding debt to San Diego Metro Wastewater as well as funding
ongoing sewer activities and future capital needs.

Key elements of the net assets decrease are:

e Expenses outpaced revenues again this fiscal year. There has been no increase in the
sewer rates in over ten years, although an increase was adopted by the City Council
subsequent to June 30, 2011.

e Charges for services declined approximately $484,900 because of a combination of
fluctuations in sewer fees based on the previous winter months’ water usage, a
continuing decline in overall water usage, and an increase in delinquent accounts due to
the continued high unemployment rate.
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

FINANCIAL ANALYSIS OF THE GOVERNMENT'S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds. The focus of the City’s governmental funds is to provide information
on near-term inflows, outflows, and balances of spendable resources. Such information is
useful in assessing the City’s financing requirements. In particular, unreserved fund
balance may serve as a useful measure of the City’s net resources available for spending at
the end of the fiscal year.

General Fund. This is the City’s chief operating fund. As of June 30, 2011, the total ending
fund balance was approximately $20,079,000, an increase of over $4,299,900 from the prior
fiscal year. General fund revenues increased over $5,178,500 compared to last fiscal year,
a direct result of increased taxes from a slight uptick in the economy while expenditures
remained relatively unchanged.

Redevelopment Agency Special Revenue Fund. This fund accounts for the Agency’s
activities designed to increase the supply of low and moderate income housing available
within the City. At the end of fiscal year 2010-2011, the fund showed an increase of
approximately $2,030,700 in fund balance with revenues exceeding expenditures by nearly
$2,665,400 and transfers out totaling approximately $636,600. Revenues were over
$61,300 or 2% higher than fiscal year 2009-2010. Interest earned on loan repayments
resulted to an increase of approximately $155,300 or 109% in investment earnings. This
increase helped offset the 3% decrease in tax increments due to lower assessed valuation
of the properties in the project area. Expenditures decreased by over $363,700 or 59%
compared to prior fiscal year. The decline in spending was from lower personnel costs due
to retirement and reorganization and decreased costs associated with foreclosure and
nonpayment of housing loans. The transfers were made to the Redevelopment Agency
Debt Service Fund for the housing portion of the debt service payments and to the City to
cover projects costs related to community development.

Redevelopment Agency Debt Service. This fund is used to account for the Agency’s
property tax increment revenues, pass-through payments to other taxing agencies, and debt
service payments. In fiscal year 2010-2011, the fund experienced a decrease in fund
balance of approximately $1,602,300 or 3% due to transfers out of tax increment revenues
and bond proceeds totaling nearly $4,712,100 to the Redevelopment Agency Capital
Projects Fund to cover costs for redevelopment activities and capital improvement projects
in the project area. The downturn in the housing markets continued to show its negative
impact on the Agency’'s major revenues as property tax increment declined by
approximately $382,500, 3%, from prior year. Expenditures decreased significantly by over
$4,286,200 or 32% from fiscal year 2010. The required Agency payment to the County’s
Supplemental Education Revenue Augmentation Fund (SERAF) was considerably lower in
fiscal year 2010-2011.
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

Redevelopment Agency Capital Projects. This fund accounts for the use of financial
resources for capital projects in the Agency’s project areas. The fund showed a decrease in
fund balance of $3,618,482, 11%, in fiscal year 2010-2011. Total expenditures for capital
outlay were $7,240,057, which was 133% higher than prior fiscal year due to ongoing
construction costs related to the Civic Center Plaza Improvements and project costs
incurred for the Johnson Avenue Revitalization project. Transfers out to the City totaled over
$1,338,500 to fund overlays of thoroughfares and improvements of alleys and sidewalks in
the project areas. Transfers of tax increment revenues and bond proceeds, which are the
primary financing sources for the fund, were approximately $12,223,700 lower compared to
prior fiscal year. The fund received transfers of the remaining debt proceeds from the
Redevelopment Agency Debt Service in fiscal year 2009-2010.

Public Safety Facility Project Capital Projects Fund. This fund accounts for activities
associated with the construction of a new public safety center and animal shelter, as well as
upgrades to existing fire stations. As of June 30, 2011, the total ending fund balance was
$14,918,040, a decrease of $16,348,426 from the prior fiscal year. While sales tax
revenues increased, interest earnings decreased, resulting in a net revenue increase of
over $331,700 compared to last fiscal year. Expenditures increased approximately
$3,435,700 to nearly $23,076,000 primarily due to the continued construction of the Public
Safety Center.

Non-Major Governmental Funds. These funds are used to account for the proceeds of
specific revenue sources that are legally restricted to expenditures for specified purposes.
The total ending fund balances for these funds was approximately $17,787,200 at June 30,
2011, a decrease of nearly $1,793,700. An increase in construction activity coupled with
tighter cash management practices contributed to the decrease in fund balance.

Proprietary funds. The City’s proprietary fund statements provide the same type of
information found in the government-wide financial statements, but in more detail.

Wastewater Enterprise Fund. This fund is used to account for activities where fees are
charged to external users for wastewater services. Net assets decreased by approximately
$3,785,500 in FY2010-2011. The ending unrestricted net assets of nearly $21,592,100 will
be used to satisfy the $11,038,654 outstanding debt to San Diego Metro Wastewater as
well as funding ongoing sewer activities and future capital needs.

Key elements of the net assets decrease are:

e Charges for services declined approximately $484,900 because of a combination of
fluctuations in sewer fees based on the previous winter months’ water usage, a
continuing decline in overall water usage, and an increase in delinquent accounts due to
the continued high unemployment rate.

e Expenses outpaced revenues again this fiscal year. There has been no increase in the

sewer rates in over ten years, although one was adopted by the City Council
subsequent to June 30, 2011.
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

Wastewater Enterprise Fund: Revenues and Expenses

18,000,000
16,000,000
14,000,000
12,000,000 -
10,000,000 -
8,000,000 -
6,000,000 -
4,000,000
2,000,000 -

@ Revenues
O Expenses

FY10/11 FY09/10

Internal Service Funds. These funds are used to account for the financing of goods or
services provided by one fund/department to another fund/department on a cost-
reimbursement basis. The internal service funds reported an increase of $1,433,497 in total
net assets from the prior fiscal year. This increase is primarily due to the Vehicle &
Equipment Replacement fund and the Self Insurance fund operations.

GENERAL FUND BUDGETARY HIGHLIGHTS

The original budget passed by the City Council anticipated General Fund revenues of
approximately $50,233,500 and expenditures of approximately $54,543,100. During the
fiscal year there were several budget amendments as depicted in the following graphs and
discussed further below.

Comparison of General Fund Revenues: Budget vs. Actual
For the Fiscal Year Ended June 30, 2011

$20,000,000
$18,000,000 —
$16,000,000
$14,000,000 (]
$12,000,000
$10,000,000
$8,000,000
$6,000,000
$4,000,000
S0 [ I
Property Voter Other Licenses & Charges
taxes Sales taxes | approved taxes permits fqr Other
sales taxes services
| Original Budget | 17,000,000 | 12,200,000 | 6,800,000 | 6,175,000 977,240 2,501,848 | 4,579,435
O Final Budget 17,000,000 | 12,200,000 | 6,800,000 | 6,175,000 977,240 2,501,848 | 4,579,435
O Actual 17,465,086 | 14,640,069 | 7,638,183 | 7,008,088 873,243 2,518,760 | 6,225,381
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

As discussed in earlier pages and portrayed in the graph above, actual revenues exceeded
expectations.  Conversely, actual expenditures were less than anticipated. The
combination contributed to the increase in the General Fund fund balance for fiscal year
2010-2011.

Comparison of General Fund Expenditures: Budget vs. Actual
For the Fiscal Year Ended June 30, 2011

$40,000,000
$35,000,000 —
$30,000,000
$25,000,000
$20,000,000
$15,000,000
$10,000,000
$5,000,000 :.T
50 T | ._’_‘ T ]
. Oth
General . . Parks and Community e.r
Public safety | Public works . financing
government recreation develop.
uses
W Original Budget| $7,051,648 34,696,656 4,108,475 4,181,322 1,873,289 1,498,254
O Final Budget $7,055,232 34,696,656 4,115,643 4,184,906 1,873,289 2,617,406
O Actual $6,554,545 33,434,827 3,958,738 3,920,735 1,821,074 2,378,967

There was little variation between the original expenditure budget and final budget except
for other financing uses. The City was able to contribute funding, that was not anticipated
when the budget was adopted, to the vehicle and equipment replacement fund and City CIP
late in the fiscal year when it became apparent revenues were going to exceed
expectations.

The Budgetary Comparison Schedule showing more details of the General Fund original
and final budgets can be found in the Required Supplementary Information section
beginning on page F-1 of this report.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital assets. The City’s investment in capital assets as of June 30, 2011, totaled over
$266,009,500, an approximate increase of $27,789,600 from the prior year. Major capital
asset transactions during the current fiscal year included the following:

e Governmental activities construction in progress increased by approximately
$30,331,300, primarily attributable to the new Public Safety Center under construction.
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Land
Rights of way
Construction in
Progress
Land improvements
Buildings & improve.
Machinery & equip.
Interest in Mission
Gorge Mains
Infrastructure

Total

City of El Cajon Capital Assets (net of depreciation)

CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

Comparative Data as of June 30

Governmental activities Business-type activities Total

2011 2010 2011 2010 2011 2010
$ 14,009,227 $ 14,131,727 $ 82,300 $ 82,300 $ 14,091,527 $ 14,214,027
31,190,652 31,190,652 - - 31,190,652 31,190,652
61,595,250 31,263,916 558,844 425,934 62,154,094 31,689,855
2,693,518 2,135,149 - - 2,693,518 2,135,149
13,739,936 12,911,339 209,474 216,697 13,949,410 13,128,037
3,596,117 3,927,522 1,222,880 1,182,456 4,818,997 5,114,977
- - 8,830,921 9,514,899 8,830,921 9,104,899
90,774,128 93,998,078 37,506,293 36,736,641 128,280,421 130,734,719
$217,598,828 $189,558,383 $ 48,410,712 $ 47,663,922 $266,009,540 $237,222,315

Additional information on the City’s capital assets can be found in Note F beginning on page
E-16 of this report.

Long-term debt. At the end of the current fiscal year, the City had combined outstanding

long-term

liabilities (net

of unamortized discount or

premium) of approximately

$112,039,500. Bonded debt accounts for nearly $90,929,300, an obligation to San Diego
Metro Wastewater totals $11,038,654. The City’s business-type activities currently do not
have any long-term bonded debt.

Compensated
absences

Claims payable

Tax allocation bonds

Revenue bonds

Notes payable

Obligation due to SD
Metro Wastewater
Total

Comparative Data as of June 30

City of El Cajon Long-Term Debt (net of unamortized premium or discount)

Governmental activities Business-type activities Total
2011 2010 2011 2010 2011 2010

$ 7,612,555 $ 7,738,445 $ 314,987 $ 323,373 $ 7,927,542 $ 8,061,818
1,586,000 1,413,000 - - 1,586,000 1,413,000
65,206,839 66,417,313 - - 65,206,839 66,417,313
25,772,488 25,900,818 - - 25,772,488 25,900,818
508,000 565,000 - - 508,000 565,000
- - 11,038,654 11,038,654 11,038,654 11,038,654
$100,685,882 $102,034,576 $11,353,641 $11,362,027 $112,039,523  $113,396,603

Claims payable increased based upon the most recent biennial actuarial evaluation of the
City’s self-insurance fund. Additional information on the City’s long-term debt can be found
in Note | beginning on page E-20 of this report.
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CITY OF EL CAJON
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the fiscal year ended June 30, 2011

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The following factors were considered when preparing the City’s general fund budget for
fiscal year 2011-2012:

The USD Index of leading economic indicators has been erratic in recent months. This
is symptomatic of the uncertainty in the economy at this point. The news has been
generally positive. But the good news is countered by possible negative developments,
including continued weakness in the housing market, international economic concerns,
and fiscal problems at all levels of government. Perhaps the biggest concern is the
sharp drop in the perception that people have about the direction of the country as the
weak economy takes its toll.

The FY2011-2012 general fund budget expects revenues to increase modestly, 1%,
over the estimated actual revenues for fiscal year 2010-2011 at the time of budget
adoption.

The general fund expenditure budget for FY2011-2012 reflects a 2.7% decrease from
the FY2010-2011 final expenditure budget. The largest single factor contributing to the
decrease is the temporary suspension of a contribution to the vehicle and equipment
replacement fund for fiscal year 2011-2012.

REQUESTS FOR INFORMATION

This Comprehensive Annual Financial Report is intended to provide citizens, taxpayers,
investors, and creditors with a general overview of the City’s finances. If you have any
guestions about this report, need additional financial information, or would like to obtain
Redevelopment Agency financial statements, contact the City of EI Cajon Finance
Department, 200 Civic Center Way, El Cajon, CA 92020, (619) 441-1721 or visit the City’s
web site at www.cityofelcajon.us.
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CITY OF EL CAJON

Statement of Net Assets

June 30, 2011

(With Prior Year Data for Comparison Purposes Only)

Assets:
Cash and investments (note B)
Cash and investments with fiscal agent (note B)
Receivables:
Accounts, net of allowance for bad debt (note C)
Interest
Taxes
Intergovernmental
Loans (note D)
Prepaid items
Deposits
Prepaid capital asset
Land held for resale
Capital assets, not being depreciated (note F):
Land
Rights of way
Construction in progress
Capital assets, being depreciated, net (note F):
Land improvements
Buildings and improvements
Machinery and equipment
Interest in Mission Gorge Mains
Infrastructure
Unamortized bond issuance cost
Total assets

Liabilities:
Accounts payable
Accrued liabilities
Arbitrage rebate payable
Deposits payable
Unearned revenue
Accrued interest payable
Long-term liabilities (note 1):
Due within one year
Due in more than one year,
net of unamortized discount or premium
Total liabilities

Net assets:

Invested in capital assets, net of related debt

Restricted for:
Public safety facility project fund
Public safety
Public works
Parks and recreation
Community development
Redevelopment activities
Debt service

Unrestricted

Total net assets

Governmental Business-type Totals

Activities Activities 2011 2010
$ 70,638,090 $ 20,610,430 91,248,520 $ 99,773,443
9,394,924 - 9,394,924 24,528,546
740,087 1,685,580 2,425,667 2,296,752
201,789 54,146 255,935 461,725
3,707,793 6,588 3,714,381 2,439,678
1,197,245 31,041 1,228,286 1,302,786
20,366,347 - 20,366,347 18,218,883
499,319 - 499,319 308,613
4,262,919 - 4,262,919 11,610
600,679 - 600,679 -
20,039,418 - 20,039,418 23,301,782
14,009,227 82,300 14,091,527 14,214,027
31,190,652 - 31,190,652 31,190,652
61,595,250 558,844 62,154,094 31,689,855
2,693,518 - 2,693,518 2,135,149
13,739,936 209,474 13,949,410 13,128,037
3,596,117 1,222,880 4,818,997 5,114,977
- 8,830,921 8,830,921 9,014,899
90,774,128 37,506,293 128,280,421 130,734,719
667,616 - 667,616 711,508
349,915,054 70,798,497 420,713,551 410,577,641
4,564,052 413,013 4,977,065 7,279,245
2,085,447 - 2,085,447 2,337,820
26,812 - 26,812 159,479
346,852 67,629 414,481 430,178
111,981 - 111,981 139,129
1,265,355 - 1,265,355 1,278,974
3,745,443 78,747 3,824,190 3,843,147
96,940,439 11,274,894 108,215,333 109,553,456
109,086,381 11,834,283 120,920,664 125,021,428
184,845,829 37,372,058 222,217,887 208,504,453
14,918,040 - 14,918,040 16,657,442
1,309,403 - 1,309,403 1,319,235
2,158,846 - 2,158,846 3,239,587
399,981 - 399,981 332,114
11,301,234 - 11,301,234 12,166,615
23,707,342 - 23,707,342 21,676,556
6,364,058 - 6,364,058 7,872,035
(4,176,060) 21,592,156 17,416,096 13,788,176
$ 240,828,673 $ 58,964,214 299,792,887 $ 285,556,213

The accompanying notes are an integral part of these financial statements.
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CITY OF EL CAJON

Statement of Activities
For the fiscal year ended June 30, 2011
(With Prior Year Data For Comparison Purposes Only)

Program Revenues

Operating
Charges for Grants and
Functions/Programs: Expenses Services Contributions
Governmental activities:
General government $ 6,496,555 $ 1,124,121 $ -
Public safety 37,649,169 5,039,668 1,376,275
Public works 10,695,592 1,477,824 2,742,146
Parks and recreation 4,811,375 657,618 3,000
Community development 7,085,610 1,172,847 2,705,924
Interest on long-term debt 4,426,180 - -
Total government activities 71,164,481 9,472,078 6,827,345
Business-type activities:
Wastewater 15,413,470 11,456,017 -
Total business-type activities 15,413,470 11,456,017 -
Total $ 86,577,951 $ 20,928,095 $ 6,827,345
General revenues:
Taxes
Property taxes
Sales taxes
Franchise taxes
Transient lodging taxes
Business license taxes
Intergovernmental (unrestricted)
Investment earnings
Other
Special item - net gain on sale of properties
Transfers

Total general revenues and transfers
Change in net assets
Net assets, beginning

Net assets, ending

The accompanying notes are an integral part of these financial statements.
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Net (Expenses) Revenues and
Changes in Net Assets

Capital
Grants and Governmental Business-type Totals
Contributions Activities Activities 2011 2010
$ - $ (5372,434) $ - $ (6,372,434) $ (5,471,928)
7,830,424 (23,402,802) - (23,402,802) (23,284,542)
3,012,309 (3,463,313) - (3,463,313) (2,011,794)
260,158 (3,890,599) - (3,890,599) (4,301,116)
187,407 (3,019,432) - (3,019,432) (6,101,194)
- (4,426,180) - (4,426,180) (4,145,067)
11,290,298 (43,574,760) - (43,574,760) (45,315,641)
- - (3,957,453) (3,957,453) (3,498,946)
- - (3,957,453) (3,957,453) (3,498,946)
$ 11,290,298 (43,574,760) (3,957,453) (47,532,213) (48,814,587)
28,873,349 - 28,873,349 28,896,570
22,278,251 - 22,278,251 19,148,882
5,163,453 - 5,163,453 4,630,306
900,298 - 900,298 824,676
751,196 - 751,196 744,613
502,955 - 502,955 289,199
234,385 160,435 394,820 746,416
646,937 90,143 737,080 819,160
2,167,485 - 2,167,485 -
78,697 (78,697) - -
61,597,006 171,881 61,768,887 56,099,822
18,022,246 (3,785,572) 14,236,674 7,285,235
222,806,427 62,749,786 285,556,213 278,270,978
$ 240,828,673 $ 58,964,214 $ 299,792,887 $ 285,556,213

The accompanying notes are an integral part of these financial statements.
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CITY OF EL CAJON

Balance Sheet
Governmental Funds
June 30, 2011

Special Revenue

Debt Service

Redevelopment

Redevelopment

General Agency Agency
Assets:
Cash and investments (note B) $ 19,009,002 $ 9,446,217 $ 3,747,987
Cash and investments with fiscal agent (note B) - 839,299 597,046
Receivables:
Accounts (note C) 311,074 - -
Interest 77,630 23,543 11,157
Taxes 2,880,999 47,324 189,294
Intergovernmental 250,636 - -
Loans - 9,667,392 -
Due from other funds (note H) 216,133 - -
Deposits 11,610 4,251,309 -
Land held for resale - - -
Due from Redevelopment Agency (note E) 3,850,000 - -
Total assets $26,607,084 $ 24,275,084 $ 4,545,484
Liabilities:
Accounts payable $ 609,481 $ 11,289 $ 772,430
Accrued liabilities 1,773,721 12,958 -
Arbitrage rebate payable - - 26,812
Due to other funds (note H) - - -
Deposits 293,422 - -
Deferred revenue (note G) 3,851,365 543,495 -
Due to City (note E) - - -
Total liabilities 6,527,989 567,742 799,242
Fund balances:
Nonspendable
Deposits 11,610 - -
Restricted
Animal shelter - - -
Animal shelter project - - -
Community development - - -
Debt service - 839,299 -
Loans receivable (note D) - 9,123,897 -
Land held for resale - 4,251,309 -
Low and moderate income housing - 9,492,837 -
Public safety - - -
Public works project - - -
RTCIP impact fee - - -
Streets projects - - -
Committed 10,058,304 - -
Assigned
Capital projects - - -
Debt service - - 3,746,242
Emergency medical services - - -
Recreation programs - - -
Unassigned 10,009,181 - -
Total fund balances 20,079,095 23,707,342 3,746,242
Total liabilities and fund balances $26,607,084 $ 24,275,084 $ 4,545,484

The accompanying notes are an integral part of these financial statements.
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